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PRICES AND WAGES IN THE RECESSION 





DVANCE of the Consumer Price Index! to- another 

record high in April—eighth month of the worst reces- 
sion since the 1930s—pointed up once more the puzzling 
anomaly of steadily rising prices in a period of: sharply 
reduced business activity. A recession results from inade- 
quate demand for the supply of goods and services whicna 
the country can provide with its labor force fully employed. 
Consequently, it might be expected that producers, con- 
forming to the fundamental economic law of supply and 
demand, would have long since lowered prices to stimulate 
purchasing. On the contrary, consumer prices as reflected 
in the C.P.I. have been climbing from one new monthly 
peak to another. 


The present round of price inflation, dating from the 
spring of 1956, is the third since World War II. Until 
March 1956, when the price index stood at 114.6 per cent 
of the 1947-49 average, it had not. deviated more than one 
percentage point either way since the summer of 1952. But 
in the 20 months from August 1956 to April 1958, the index 
rose in every month except October and December 1957, 
and in those two months it remained stationary. At 123.5 
in April of this year, the index was 2.5 points above its level 
of 121.0 in August 1957 when the business recession began. 


Commissioner of Labor Statistics Ewan Clague said on 
May 22 that the current. round of inflation had “shot its 
bolt.” He added: “There’s no question about it—the big 
rises are now over.” However, Clague took care to avoid 
giving the impression that he expected the C.P.I. to fall; 
he predicted only that it would soon tend to level off. There 
is growing fear that if living costs no more than level off, 
another inflationary spiral can be expected when the up- 
swing is well under way. 





1The Consumer Price Index (C.P.I.) measures changes in prices of goods and 
services included in typical family budgets of city wage earners and clerical workers 
The Labor Department’s Bureau of Labor Statistics weights the various components 
of the index according to their importance in family spending. Index numbers are 
computed on a base of 1947-49100. 


443 





Editorial Research Reports 


Purely competitive market conditions—in which a seller 
has no control over prices and disposes of his output for 
whatever it will bring—have long since ceased to exist in 
many areas. But the recent failure of consumer prices in 
general to give way at all when the supply of unemployed 
workers and unused industrial facilities was rapidly in- 
creasing has provoked widespread interest in how the law 
of supply and demand works in a complex industrial society. 


PRICE AND WAGE ADVANCES SINCE AUGUST 1957 

Advances in the cost of food and services have been 
largely responsible for pushing the Consumer Price Index 
upward since mid-1957. Food prices customarily reach a 
peak late in the summer and then decline as supplies of 
meats and fresh fruits and vegetables increase. The sharp 
rise in food prices between last November and April was 
contrary to seasonal patterns. 


Prices for services have been going up steadily for al- 
most two decades and, along with food price increases, have 
been the major force in the inflationary movement that got 
under way early in 1956. The cost to the consumer of items 
in the service category (home purchasing and household 
maintenance, rent, insurance, utilities, transportation, 
medical care, television and auto repairs, haircuts, etc.) 
rose by 3.8 points from August 1957 to April 1958. 


The index for durable goods (automobiles, furniture, 
household appliances, ete.) rose between August and No- 
vember 1957, due largely to the impact of the new and more 
costly 1958 model automobiles, but such prices later fell off. 
The price index for non-durables or soft goods (fuel, drugs, 
cosmetics, tobacco, wearing apparel, etc.) made the smallest 
advance. Although prices for many soft goods went up in 
the autumn of 1957, due in part to Christmas buying, they 
subsequently dropped.? 


Wage rates also have continued to rise in the recession, 
though increases generally were smaller in the first quarter 
of 1958 than last year. The Bureau of National Affairs 
recently reported findings of a study based on labor-man- 
agement settlements in which wage terms were clearly 
specified.? It found that the median increase during the 


2 It is noteworthy that ‘this is the first time in several years that prices for con- 
sumer durables and non-durables have declined early in the year. 


® Bureau of National Affairs, Labour Relations Reporter, April 21, 1958. 
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CONSUMER PRICE CHANGES IN. THE RECESSION 
Per cent weight 
in C.P.1.* August 1957 November 1957 April 1958 
Food (28.6) 117.9 116.0 121.6 
Services ; (33.9) 138.3 39.8 142.1 
Durables (13.9) 108.4 110.9 109:6 
Soft Goods 22.8) 116.0 117.4 116.6 


All Items (100) 121.0 121.6 123.5 
* Weights for unallocated items account for 0.8 per cent of the total. 


first quarter of 1958 was 9.3¢ an hour, compared with 9.8c 
in the fourth quarter of 1957 and 10.1c for all of 1957. 
Although the relative number of settlements which made no 
provision for a wage increase was nearly twice as large in 
the first quarter of 1958 as in the full year 1957 (7 per cent 
as against 4 per cent), the study reported that virtually no 
reductions in wage rates had been embodied in labor con- 
tracts. 


Slowing of the pace of wage gains in the first quarter of 
1958 occurred solely in manufacturing industries—the eco- 
nomic sector hit hardest by the slump. The median settle- 
ment in manufacturing during the first three months of 
1958 provided for an 8.2c hourly increase—a cent and a 
half less than in the final quarter of 1957. In non-manu- 
facturing industries, on the other hand, the median wage 
increase actually rose from 10.2c an hour to 11.4c. 


Wage hikes during the remainder of 1958 are expected 
to be substantial, although it is probable that they will fall 
short of last year’s gains. More than four million workers 
are slated to receive wage increases this year under de- 
ferred-increase provisions of contracts negotiated in earlier 
years. Most of these workers will get an hourly increase 
of between 7c and 8c, and a considerable number,- mainly 
in steel, are scheduled for larger boosts. 


STEEL WAGE-PRICE INCREASES; CALL FOR FREEZE 


The wages of more than a million steel workers are 
scheduled to be raised an average of 12c an hour on July 1, 
under terms of a three-year contract negotiated in 1956 
between the United Steelworkers and the major steel pro- 
ducing companies. Company spokesmen estimate that the 
total cost of the increase, including improvements in fringe 
benefits, will approach 20c an hour, and they have indi- 


* Labor gains in the form of fringe benefits (pensions, escalator clauses, insurance, 
etc.) increased at approximately the same rate in the first quarter of 1958 as in 1957 


‘ 
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cated that the price of steel will be raised to cover the 
added labor costs. <A general increase of $5 or $6 a ton is 
expected despite recent steel price cuts in a few areas. 


Harold J. Ruttenberg, former research director of the 
United Steelworkers who is now a steel-using industrialist, 
called on April 21 for a wage and price freeze in the steel 
industry—on wages for one year and on prices for two 
years. In a letter addressed jointly to David J. McDonald, 
president of the United Steelworkers, and Roger M. Blough, 
chairman of the board of United States Steel, Ruttenberg 
said: “‘We have got to get out of this depression, as we 
cannot afford to let the Russians outproduce our steel in- 
dustry in 1958 for the first time in history.” Ruttenberg 
contended in his letter to ““Dear Dave and Roger” that each 
had “a responsibility to change fixed policies with chang- 
ing times.” 


Blough did not express himself publicly, but McDonald 
flatly rejected the proposal. He wrote to Ruttenberg that 
“The total. wage and fringe adjustments due on July 1 
represent a percentage increase in line with the annual 
long-term growth of productivity . .. and, therefore, will 
create no upward pressure whatsoever on prices.” It has 
been suggested that the reluctance of Blough and other 
steel industry leaders to push for a moratorium on wage 
and price increases stems in part from the fact that it was 
the companies, not the union, that sought a long-term wage 
contract in 1956. Company proposals for a five-year agree- 
ment and union preference for a one-year pact were com- 
promised in the three-year contract. Since steel producers 
and the union first entered into an agreement 22 years ago, 
the union has insisted that a contract, once negotiated, must 
be lived up to in letter and spirit; the companies are anxious 
to preserve this tradition of respect for contracts. 


Because a boost in the price of steel is likely to have wide 
effect on other prices, some persons have suggested that 
President Eisenhower lend his support to a_ price-wage 
freeze in steel. Public pressure might thus be brought to 
bear on the union and the industry and make it easier for 
their leaders to modify existing contract terms. The Presi- 
dent was asked at his news conference on May 28 if he 
had considered inviting McDonald and Blough to the White 
House “to put the cloak of national interest around wage- 
price restraint.” He made it clear that he had no such 
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intention. Eisenhower has repeatedly urged business and 
labor to exercise restraint in wage and price decisions, but 
he has been reluctant to intervene in collective bargaining. 


Reasons for Present Price Inflexibility 


RISING PRICES for fruits, vegetables, and meats can be 
accounted for by maintenance of reasonably strong demand 
during a period in which supply has declined. Spending 
for food has risen in recent months, and the American con- 
sumer’s willingness to pay for an increasingly expensive 
diet—-with plenty of “built-in maid service’’—has persisted 
through the business downturn. The short supply of meat 
has been attributed to a reduction of herds brought on 
by the reaction of farmers. to low prices and also to 
drought conditions prevailing for several years prior to 
1957. Commissioner Clague said in a speech in Milwaukee 
on April 8: 


At the present time meat prices are rising. They reached bottom 
at the end of 1955 when there was a heavy surplus of cattle and 
hogs brought to market. In fact, the price was so low that farmers 
cut dewn on their herds during the next year or so. At the present 
time . . . cattle and hogs are being raised in somewhat, larger 
quantities, but they have not yet come to market. 


During the first four months of 1958, fresh fruit and vege- 
table prices reached the highest levels ever recorded by 
the Bureau of Labor Statistics. The rise reflected exten- 
sive frost damage to winter crops in the South. Secretary 
of Agriculture Ezra Taft Benson said at a press conference 
on May 26 that “Food prices are pretty well stabilized 
now,” and that prices of citrus fruits, vegetables, and beef 
and hog products should start dropping soon. 


Consumer expenditures for services of all kinds have 
climbed during the recession, indicating that demand for 
them has kept up well despite rising costs. As with food, 
spending on most services (local transit, medical care, auto 
repair, education) is relatively hard to curtail. Prices for 
services are greatly influenced by custom and law. They 


5 At his press conference on May 14, the President had declined to endorse a recom- 
mendation of the anti-recession committee of the Commerce Department’s Business 
Advisory Council that -he call for a voluntary one-year-moratorium on all wage and 
price increases. 
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change slowly but, once raised, seldom come down. Clague 
attempted to account for the recession rise in service costs 
when he said on April 8: “For the past 20 years [they] 
have climbed slowly but steadily. . . . They usually lag 
behind commodity prices, but they can move on upward 
after commodity prices have fallen. In a long and deep 
depression they could and would fall, but in minor business 
recessions they continue to rise, slowly but persistently.” 


Although total consumer outlays for both food and serv- 
ices have risen in the recession, the higher prices have 
accounted for most or all of the rise. In fact, the staff of 
the congressional Joint Economic Committee said in a re- 
port on June 5 that consumption of food and services had 
fallen in “real” or physical terms. 


MAINTENANCE OF. PRICES OF CONSUMER DURABLES 


Consumer buying patterns in the recession have been 
characterized chiefly by a reduction of spending on durable 
goods—the “big ticket” items ranging from automobiles to 
furniture. As a_ result, outstanding instalment credit 
dropped $1.1 billion in the first quarter of 1958 as repay- 
ments exceeded extensions of new credit.® 


In the first quarter of 1957, consumers bought durable 
goods at an annual rate of $35.9 billion, but in the first 
quarter of 1958—with total incomes actually larger despite 
the recession—purchases of durables fell 12 per cent to an 
annual rate of only $31.5 billion.7. At the same time, cash 
savings. of all sorts, according to the Federal Home Loan 
Bank Board, had risen by $13.6 billion in 1957 to a total 
on Dec. 31 of more than $262 billion. 


The situation would seem to be made to order for cutting 
the retail prices of durable goods to get balky customers to 
buy. Apparently the chief reason why there has been no 
general move of this sort is that merchants have received 
few price concessions from distributors and manufacturers® 
and therefore have been unable to cut prices without nar- 
rowing profit margins, Most merchants fear that if they, 
and of course eventually their competitors, cut prices, none 


* The Federal Reserve Board reported on May 29 that instalment credit outstanding 
declined an additional $128 million in April. 


*Of the 1.7 million decline in manufacturing jobs between April 1957 and April 
1958, 1.4 millien were in manufacture of durable goods. The Joint Economic Com- 
mittee’s staff said ori June 5 that more than 30 per cent of the country’s manufac- 
turing capacity was lying idle. 


* The wholesale -price index for mannfactured goods declimed only from 126.0 last 
August to 125.6 in April 1958 
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of them will benefit in the end notwithstandine increased 
sales volume. 


Automobile dealers have been forced by. sales quotas and 
intense competition to shave list prices in various. ways. 
Competition from discount houses has foreed appliance 
merehants likewise to reduce once. ample. profit margin 
One observer, speaking of the “fair trade’ laws through 
which manufacturers have sought to fix minimum retail 
prices, wrote recently: 


This February [1958], mivhty General Electric, it 
filled with appliances, abandoned “fair trade.” Other appliance: 
makers quickly followed. “Prices went down as much as forty per 
cent in department and chain stores, which, if they did not make a 
profit on the items, were glad to bring shoppers in. Many smal! 
dealers, including many of the discounters who-had started it all, 
helplessly quit the field. Little noticed in the scramble was th 
fact. that manufacturers had not cut factory prices at all-in 
fact, some manufacturers actually raised them —idnd they unloaded 


a lot of appliances.® 


warehouse 


A large part of the durable goods price -culting that has 
occurred has merely reflected the normal practice of dis- 
counting “1958 models” which appeared in 1957. Most 
sellers of durable goods have not cut prices sharply unless 


they have been able to cut -costs—in distribution, labor, 
merchandising, even promotion. In the meantime, they 
have been bringing pressure on manufacturers and sup- 
pliers to reduce factory prices, or at least not to raise 
them.!° 


RESISTANCE OF MANUFACTURERS TO PRICE CUTTING 

The refusal in general of producers of major durable 
goods to reduce factory prices has been based on pleas that 
costs have not fallen and thaf, without lower costs, lower 
prices probably would not yield satisfactory returns even 
with increased sales volume. The Federal Reserve Bank 
of New York suggested in its Monthly Review for May that, 
with prices of some materials slipping and with wage costs 
per unit of output showing signs of decline, some: relief 
from the pressure of high costs might be in sight. Lower 
unit labor costs, the bank noted, reflected installation of 


*John L. Hess, “What Keeps Prices Up?" The Reporter, May 1, 1958, p. 16. See 
“Discount Selling,” E.R.R., 1954 Vol. Il, pp. .537-553. 

“ The National Association of Automobile Dealers urged manufacturers on May 25 
to “resist any moves" which might result in higher car prices. The group, reporting 
that 55 per cent of all auto dealers operated in the red during the first quarter of 
1958, said: “From the dealer's viewpoint, automobiles are priced too high 


how 
We feel that new increases 


ean only result in decreased volume of sales.” 
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new machinery, reduction of overtime operations at pre- 
mium wage rates, and “quite probably the greater efficiency 
to which the recession has spurred both management and 
labor.” Lower material prices reflected slackening of de- 
mand and the competition of imports of aluminum, zinc, 
lead, and other non-ferrous metals. 


Since the recession began, and particularly since the turn 
of the year, there have been seattered price reductions by 
manufacturers. More often than not, however, the reduc- 
tions have taken the form of price concessions to individual 
buyers instead of actual cuts in established prices. The 
Wall Street Journal reported on May 20, after interviewing 
delegates to the annual convention of the National Associ- 
ation of Purchasing Agents in Chicago, that manufacturers 
were still keeping a tight rein on inventories, but that a 
growing number of price concessions were being offered 
“in the form of volume discounts, extra services, and out- 
right price cuts.” 


Alfred: R. Oxenfeldt, marketing professor at Columbia 
University’s Graduate School of Business, has said that 
price reductions during a recession generally are initiated 
by a “weak link,” by “a firm that is, or imagines itself to 
be, .in danger of being driven out of business or of sus- 
taining extremely heavy financial losses.”” Price reductions 
under such circumstances, he explained, “only aggravate 
the situation of the firm making the cut.”” Oxenfeldt noted 
that “The consensus of informed opinion holds that the 
most typical effect of a price reduction is to induce buyers 
to seek (and they almost always obtain) the lower price 
from their usual supplier.””. Another buyer response seems 
to be “to refrain from purchasing as long as possible in 
the expectation that further price reductions can be won 
from the same or other sources later.” !! 


Taking note of the possibility that price cuts will lead 
people to expect more of the same, and so result in post- 
ponement of purchases and of liquidation of business in- 
ventories, the staff of the Joint Economic Committee went 
so far as to suggest, in its June 5 report, that rising prices 
in a recession may be a good thing. There is wide support 
for the belief that price reductions during a temporary 
business downturn are more likely to hinder than to help 


Alfred R. Oxenfeldt, “Cyclical Implications of Private Pricing Policies,"’ Com- 
pendium of Papers Submitted Before the Joint Economic Committee (March 31, 
1958). p. 465 and p. 471 
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industry except in the unlikely event that they can be 
relied on to produce quickly a greatly increased volume of 
sales. 


ADMINISTERED PRICES IN STEEL AND AUTOMOBILES 


The Senate Judiciary Subcommittee on. Antitrust and 
Monopoly has held hearings intermittently during the past 
year on so-called administered prices.'2 Sen. Estes Ke- 
fauver (D-Tenn.), chairman of the subcommittee, said on 
the day hearings began last July, that a major purpose of 
the inquiry was to discover how prices could “go up in the 
face of declining demand and excess capacity.” The hear- 
ings had been prompted by a $6 a ton-rise in the price of 
steel on July 1, 1957. 


Roger M. Blough of U.S. Steel told the subcommittee on 
Aug. 9 that it was “sheer economic superstition” to sup- 
pose that the steel price increase would touch off a new 
round of inflation. He repeatedly denied that the major 
steel producers had reached an industry-wide agreement on 
the price increase, and attributed the general $6 boost to 
uniformly increased costs, principally labor costs. Blough 
refused to give a breakdown of the factors necessitating 
the increase on the ground that it would involve -confiden- 
tial information of interest to the competitors of United 
States Steel. 


Otis Brubaker, research director of the United Steel- 
workers, challenged the need for a steel price increase by 
noting, on Aug. 20, that it was put into effect “after six 
months of the most profitable operations in the history of 
the industry and of the U.S. Steel Corporation.”” He added 
that “Steel price increases have resulted in increased rev- 
enues [to the companies] of . . : $3.23 for each $1 of 
increased wage and fringe costs granted to the steel workers 
for the 11 years ending December 1956.” Brubaker. charged 
that the industry raised prices whether production, demand, 
costs, and profits were “high, low, or moderate.” | The con- 
clusion was inescapable, he said, “that the steel industry 
raises its prices to maximize profits at the highest possible 
level . . . without losing its customers to other industries 
or calling down the full wrath of the government and the 
public.” 


An administered price, according to the economist who originated. the term 
Gardiner C. Means, is a price that changes infrequently ; more simply, a price which 
the seller can fix and hold, at least for some time, regardless of reduced demand for 
his products. 
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The Kefauver subcommittee turned its attention early 
this year to administered prices in the automobile indus- 
try. Walter P. Reuther, president of the United Autemo- 
bile Workers, led off the hearings on Jan, 28 by asking 
Congress to require large corporations to justify price in- 
creases in advance before a special government agency. 
Such an agency, Reuther said, would make the facts public 
but would not have power to block price boosts. It was the 
union president’s contention that workers in the auto- 
mobile industry were not receiving a fair share of gains 
from increased labor productivity, that the manufacturers 
were reaping “fantastic profits,” and that if this “selfish 
pricing policy” continued, unemployment would increase and 
plants lie idle. 


Harlow H. Curtice, president of General Motors, testified 
on Jan. 31 that “Increased wage costs have been the largest 
single element in our rising costs.” Curtice said that 
adoption of Reuther’s proposal for justification of price 
increases before a government agency would be “ruinous 
to the free enterprise system.” Theodore O. Yntema, Ford 
vice president, explained why prices set by the various 
companies tended to be similar. He told the subcommittee 


on Feb. 4: “The range of discretion in setting prices on a 
car line is small. We have not found it possible to price 
much above the most nearly comparable models of com- 
petition; to do so would entail heavy loss of sales volume. 
We have found it impossible to price substantially below 
competition and still make a reasonable profit for our share- 
holders.” 


Reuther, in a statement submitted to the subcommittee 
on April 3, said: “In every year since 1947, General Motors 
has been in a position to sell cheaper than its so-called 
‘competitors.’ If the automobile industry were truly com- 
petitive in its pricing, GM would have cut prices in an 
effort to get a larger share of the business. ... Prices have 
not been cut.” Figures made public by the subcommittee 
on May 6 showed that: Ford’s per unit profits, after taxes, 
averaged $88 in 1954, $143 in 1955, $85 in 1956, and $84 
in 1957; General Motors per unit profits averaged $153.52 
in 1954, $209 in 1955, $162.40 in 1956, and $150.06 in 1957. 


Pricing policies in the automobile industry, as in most 
industries, are closely held secrets. Each of the Big Three 
auto manufacturers refused to give the Kefauver subcom- 
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mittee detailed information on costs, sales; and income 
on the ground that it might lead to competitive disudvan- 
tage, violate the spirit of the antitrust laws, and prejudice 
collective bargaining negotiations. Some light had been 
shed on General Motors pricing policies and profits by an 
earlier investigation of that company’s affairs. A = sub- 
committee report, filed on April 23, 1956, noted that GM 
officials had indicated that “There was a standard which 
has not been changed in... over 20 years, a yield between 
15 and 20 per cent of the net capital employed over the 
years,” and that “In the past eight years, General Motors’ 
return has exeeeded the standard it has established for 
itself.” 


Price-Wage Spiral Since World War II 


THE POPULAR NOTION that the current recession differs 
from others because prices have not declined is, in the 
main, mistaken. Since World War I, prices have slumped 
significantly only during the depression of 1921-22 and. the 
Great Depression of the 1930s.'") During five other business 
recessions in the past four decades (1923-24, . 1926-27, 
1937-88, 1948-49, 1953-54), living costs were higher at 
about the present stage of the downturn than at its start in 
two cases (1923-24 and 1953-54) and only slightly lower in 
the other three cases.'4 


The steady rise in the cost of services, uninterrupted 
during the post-World War II recessions, has tended to 
cancel out small declines in prices of other consumer items. 
The Consumer Price Index for all commodities. (food, dur- 
able goods, and soft goods) rose from an index of 100 in 
1947-49 to 116.6 in April of this year, while the index for 
services alone rose to 142.1. The C.P.I. dropped from 
104.3 to 102.0 in the first eight months of .the 1948-49 
recession, rose from 114.7 to 114.8 over the like period of 


8 The Consumer Price Index fell from 85.7 in 1920 to 71.6 in 1922 and from 73.3 
in 1929 to 55.3 in 1933. Figures adjusted-to base of 1947-49-—100. 


“ During the first seven months of the 1937-38 slump, industrial production dropped 
28 per cent and the Consumer Price Index only 1.5 per cent. Industrial production 
fell off only 18 per cent during the first seven months of the present downturn. 


% The Federal Reserve Board has offered a “catching up’ explanation for the 
spurt in costa of services. ‘“‘During the past 10 years, prices of services have risen 
much more than retail prices of other commodities, reversing the pattern. of World 
War II and the immediate postwar years. Since 1939, services have risen about 
90 .per cent, or roughly the same amount as non-food commodities.””—‘Recent Price 
Trends,” Federal Reserve Bulletin, April 1958, p. 388. 
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the 1953-54 slump, and climbed from 121.0 to 123.5 during 
the first eight months of the 1957-58 recession. 


Economists do not agree whether or not these shifts 
indicate a trend toward an increasingly rigid wage-price 
structure with an increasingly pronounced inflationary bias. 
The Commissioner of Labor Statistics apparently thinks 
the differences in price behavior during the three postwar 
slumps -can be ascribed to transient causes. Clague said 
in a speech on April 8: “The decline of the index in the 
1948-49 business recession was due almost entirely to fall- 
ing food prices. . . . In 1953-54, the result was different 
because foods did not decline to any great extent. ... But 
this time . . . food prices are going up, and so the index 
is being pushed into new high ground.” 


However, when food prices are excluded from the C.P.1., 
the same trend is still evident.!® Many economists insist 
that this is coincidental, and that the apparent tendency 
of prices to become increasingly resistant to business con- 
tractions can be accounted for by the exceptional factors 
found in every business cycle. They note, for instance, 
that the 1948-49 downturn was basically an “inventory” 
recession... Wholesale and consumer prices for many items 
were cut at the very outset, because of business fear 
that in the attempt to satisfy the backlog of consumer 
wants too much had been produced. Actual decline in 
consumer buying did not occur in that recession untit after 
unemployment brought on by the effort to liquidate inven- 
tories had begun to mount. 


Price rises during the 1953-54 recession can be explained 
in part, some economists believe, by the fact that price 
and wage controls imposed during the Korean War were 
relaxed in April 1953, three months before the downturn 
began. Increases in prices and wages during the present 
recession can be traced to demand factors implicit in the 
enormous capital goods boom that began in 1955. Otto 
Eckstein, Harvard economics professor, wrote recently of 
wage-price patterns between 1953 and 1957: 

The chief bottleneck appears to have been in the steel industry. 

Here prices and wages rose most. Profits were at a very high 


level. . . . Prices of some kinds of machinery rose . . . 30 per cent, 
but wages in this sector rose no more than the average, producing 


16 During the first eight months of each of the postwar recessions, changes in the 
C.P.1. for “all items less food" were: 1948-49: 104.0 to 102.7; 1953-54: 115.6 to 
116.5; 1957-58: 123.0 to 125.0. 
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profits which were very high. All other prices rose much less, 
ranging from 20 per cent in rubber, to 14 per cent in autos, to less 
than 4 percent for non-ferrous smelting and chemicals. 


Eckstein said that the unevenness of the price increases, 
“even among industries with. oligopolisti¢ market struc- 
tures,” suggested that “demand factors were of consider- 
able significance” in bringing on the present round of 
inflation. However, he added that “It was not a general 
excess of demand over the nation’s capacity to produce, 
but an excess in a few critical areas in the hard-goods 
sector.” 17 According to this analysis, it could’: be argued 
that wages and prices not only in the service sector of the 
economy, but in all other non-food sectors as well, were 
merely catching up with the pattern set in the steel indus- 
try during the recent capital goods boom. 


IMPACT OF LABOR COSTS ON CONSUMER PRICES 


Some economists have taken the view that the phenome- 
non of rising or rigid prices in the midst of recession 
cannot be explained wholly by the unique factors which 
characterize each business cycle. They contend that the 
forces which make inflation so intractable during a boom 


conspire to keep prices up when economic activity’ has 
turned downward, and that these forees have steadily 
grown in influence. There is fairly general agreement 
that the forces in question are “high and rigid prices” and 
“high and rigid wages,” but there is wide disagreement 
as to which has been chiefly responsible for the postwar 
price-wage spiral. 


Business interests are convinced that soaring labor costs, 
initiated by well-organized labor unions in the strategic 
industrial sector and spilling over into the service and trade 
fields, have been the chief culprit. .Wage increases . in 
excess of gains in labor productivity, or output per man- 
hour, were blamed for the price-inflation by most of a 
group of leading industrialists whose. views on the causes 
of the recession were made public on June 2 by the Senate 
Finance Committee. Ralph J. Cordiner, General Electric 
chairman, charged, for example, that “the driving force 
behind this spiral” was the monopoly power of unions, which 
enabled them to obtain “excessive wage increases.”’ Harlow 
H. Curtice, General Motors president, declared that in- 


17 Otto Eckstein, “Inflation, the Wage-Price Spiral and Economic Growth,” Com- 
pendium, p. 370. 
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creases in labor costs “much greater than the increase in pro- 
ductivity” had been the “principal inflationary factor.’ !8 


The fact that wages in non-manufacturing industries 
rose more rapidly during the first quarter of 1958 than 
the last quarter of 1957 is explained in part as a catching 
up with wage gains achieved in manufacturing before the 
downturn began last summer. Businessmen assert that 
wage boosts originate in the strongly unionized durable 
goods industries, where productivity increases are especi- 
ally rapid and appear to justify most or all of liberal pay 
advances. However, the new wage level tends to spread to 
sectors of the economy where productivity does not and 
cannot rise as much. Employers in these sectors conse- 
quently are forced to raise prices. The Bureau of Labor 
Statistics reported on May 17, 1957, that average wages 
and salaries climbed more than twice as fast as produc- 
tivity increased from 1947 through 1956. Specifically, pay- 
ments to labor rose 61 per cent during the decade, output 
per man-hour only 26 per cent.'® 


WAGES, LABOR PRODUCTIVITY, AND PRICE INCREASES 


The magazine Business Week, interpreting the contro- 
versial B.L.S. wage-productivity report of May 17, 1957, 
said on June 1, 1957: “One obvious way of trying to deter- 
mine which caused which would be to measure whether 
labor costs or prices moved up first. Subjected to this 
test, unit labor costs seem to have followed prices upward 
through most of the postwar years—and particularly in 
those years when the inflationary heat was most intense.” 
Organized labor also asserts that rising prices initiated 
inflation; it recognizes that strong demand was responsible 
in part but it assigns some of the blame to selfish decisions 
by leaders in the pace-setting hard goods industries. Over 
one-half of the increase of 23.5 percentage points in the 
C.P.I. in the past decade occurred in 1947-48 and in 1950-51, 
both periods in which demand for goods and labor sky- 
rocketed. Price increases outran wage increases in both 
of those periods of high demand. 

8 The industrialists disagreed on whether or not cost-of-living escalator clauses in 
wage agreements were inflationary. A recent article pointed out that 4,900,000 of 
7,666,000 workers receiving wage increases in 1957.under the terms of major col- 
lective bargaining agreements got the increases under long-term agreements con- 


cluded in earlier years.—Donald L. Helm and Richard C. Seefer, “Major Wage 
Developments in 1957," Monthly Labor Review, April 1958, p. 377. 

1° The report showed that other “costs” that enter into final prices—mainly depre- 
ciation, taxes, and profits—had risen in the aggregate in about the same proportion 
as labor costs over the decade. However, labor costs account for 56 per cent of the 
average final price. 
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A new study of factors affecting measurement of produc- 
tivity may modify current views on the extent to which wage 
increases have been responsible for price increases. Murray 
Wernick, a senior economist of the Federal Reserve Board, 
has found that the number of salaried non-production work- 
ers in manufacturing (engineers, scientists, draftsmen, and 
administrative personnel) increased 60 per cent between 
1947 and 1957 and now constitutes 25 per cent of the total 
manufacturing labor force. As a result, unit. payroll costs 
in that period rose 26 per cent, while unit wage costs went 
up only 16 per cent. Fortune has noted that scientists and 
research workers may be expected to contribute in the 
long run to increases in labor productivity, but it con- 
cluded that the foregoing data “indicate that the increase 
in labor costs in the past few years stems more from 
rising non-production-worker costs than from blue-collar 
workers, especially in the period (1956-57) when output 
was relatively stable.’ °° 


Changes in Making of Prices and Wages 


DEVELOPMENT of strong, quasi-monopolistic positions 
of bargaining power in both industry and labor has led 
to major changes in price-making and wage-making pro- 
cesses. Labor unions, far larger and stronger today than 
in the mid-1930s, are dedicated to obtaining ever-increasing 
benefits for their members. And their influence on wage- 
making often extends beyond their own field of operation. 
Industries not extensively unionized frequently have to 
keep their wage rates in line with those of unionized indus- 
tries to avoid losing workers. 


Quasi-monopoly is not confined to unions but. exists to 
an important degree also in many of the fabricating and 
durable goods industries. An Indiana University economics 
professor has observed: 

It is a debatable question whether or not industrial concentra- 
tion has increased significantly in. the past twenty years. What 
apparently has happened is that high-order concentration (1 or 2 
dominant firms) has diminished, but low-order concentration (4 to 
10 dominant firms) has increased.. But ... the significant thing 


* “The ‘Mystery’ of Wage Costs,” Fortune, June 1958, p. 202-204. 
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is this: 20 or more years ago much of the exploitative power... 
could be exerted downward on workers. Now, with labor organized, 
most of it must be exerted upwards on consumers.?! 


The tendency in these industries, when demand drops, is 
to cut costs by reducing output rather than to try to stim- 
ulate demand by cutting prices. Major concern for costs 
has been promoted by various factors, including the fol- 
lowing: 
Widespread adoption of cost accounting systems. 
Growth of the corporate form of business, with its more sys- 
tematic and less flexible pricing practices. 
Adoption of fair-trade laws, minimum mark-up laws, and “sug- 
gested list prices.” 
Rise of trade association activities, in which relationships be- 
tween costs and prices are freely discussed. 
Cost-of-living and deferred pay increase provisions in labor 
contracts. 


Competition, though by no means dead, is carried on 
more through advertising, promotion, special service offers, 
and other devices than through outright price reductions. 
In a recession that is well short of depression, business 
enterprises seem no more willing to slice prices than labor 
is willing to accept lower wages. Both are bent on main- 
taining or enlarging their share of available income, and 
both fear that any reduction in prices or wages would in- 
volve corresponding reductions in income. A basic tenet 
of the country’s anti-recession policy has been to keep in- 
comes as high as possible during recession in order to 
stimulate consumer spending and business investment. 
Neither business nor labor is anxious for the sort of price 
reduction that would have the effect of deepening the re- 
cession or taking the steam out of the upturn. 


DIFFICULTY OF. CONTROLLING “COST-PUSH” INFLATION 


Traditional “demand-pull” inflation has been combated, 
more or less successfully, by reducing the availability and 
supply of money and credit. Most economists consider that 
the monetary authority of the Federal Reserve Board and 
the power of Congress to alter fiscal policy are adequate, if 
rightly used, to thwart excessive demand by consumers 
and business. 


There is equal agreement that “‘cost-push” inflation is far 


2 Robert C. Turner, “Relationship of Prices to Economic Stability and Growth: A 
Statement of the Problem,”’ Compendium, pp. 675-676. 
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more difficult to correct, for the reason that the high prices 
it has helped to cause (in the case of services) or to hold 
up (in the case of manufactured goods) cannot be blamed 
on a recent excess of demand. The difficulty is compounded 
by the fact that “cost-push” inflation really comes into its 
own during dips in the business cycle, when over-all de- 
mand is clearly inadequate. Were the government to at- 
tempt to overcome today’s price inflation under present 
powers, it would have to tighten the money supply to a 
point where sales dropped so low and unemployment rose 
so high that industry and labor, amidst a full-scale de- 
pression, would be forced to slash prices and forgo wage 
demands. Commenting on the possibility of applying 
“demand-pull” cures to “cost-push” ailments, Abba P. 
Lerner, visiting professor at Johns Hopkins University, 
has said: 


A policy of full employment seems to have won a firm place -in 
the country’s economic policy . .. not only because of the general 
acceptance of the desirability of prosperity for human as well as 
international political reasons, but because neither political party 
ean afford the blame for even a mild depression. With such a 
set-up, there is no need to worry whether the cure is worse than 

cdiseasc—whether the depression would be more harmful than 
the inflation that it would prevent. This cure is not one that any 
government would carry out or even seriously attempt to carry 
out.22 


American dislike of wage and price controls in time 
of peace rules out resort to that remedy for the “cost- 
push” inflation that may be encouraged by action to avert 
a natural shaking down of prices in a recession.. The eco- 
nomic research staff of the U.S. Chamber of Commerce has 
observed that if the power and persistence of “cost-push”’ 
forces are maintained, “consumer prices in the long run 
are geared to an upward ratchet—up while business activity 
is expanding, rigid or inching up during recession, and 
rising again on the next upswing.” *° 


“Abba P. Lerner, “Inflationary Depression and the Regulation of Administered 
Prices.”” Compendium, p. 265. 


“Wares, Prices and Profits,” Economic Intelligence, December 1957, p 
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